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EXECUTIVE   SUMMARY 
Fiscal    1993    TRANS 

The  Board  of  Examiners  has  authorized  the  sale  of  $135.6  million  in  Tax 
and  Revenue  Anticipation  Notes  (TRANS)  for  fiscal  1993.  These  notes,  which 
have  a  maturity  date  of  June  30,  1993,  are  designed  to  supplement  cashflow  in 
the  general  fund  by  providing  cash  to  pay  expenditures  until  anticipated  revenue 
is  received  later  in  the  fiscal  year.  The  state  will  receive  the  TRANS  proceeds 
for  deposit  in   the  general    fund  on   October    1. 

DofA  estimates  that  the  arbitrage  earnings  on  the  TRANS  sale  will  be 
approximately  $210,000  (excluding  the  $203,400  BOI  commitment  fee).  This  is 
significantly  less  than  the  $975,000  arbitrage  earnings  anticipated  in  House  Joint 
Resolution  2,   the  revised   revenue  estimate  adopted  during  the  July   special   session. 

The  current  TRANS  issue,  which  is  60  percent  larger  than  the  fiscal  1992 
issue,  is  the  state's  largest  TRANS  issue  to  date.  In  order  to  repay  the  fiscal 
1992  TRANS,  the  Department  of  Administration  (DofA)  borrowed  $60.0  million 
from  the  highway  account.  While  $14.0  million  of  this  loan  was  repaid  in  July, 
the  remainder  will   not  be   repaid   until   this   year's   TRANS   proceeds   are   received. 

DofA  projects  that  there  will  be  sufficient  general  fund  revenues  to  repay 
the  TRANS  principal  and  interest  on  June  30,  leaving  a  $9.9  million  cash  balance. 
However,  DofA  notes  that  there  will  be  $59.1  million  of  other  "borrowable  funds" 
that  will  be  available  to  help  repay  the  TRANS  if  general  fund  revenue  is 
insufficient. 


Warrant   Purchase   Agreement 

In  addition,  the  Board  of  Investments  (BOI)  has  signed  a  warrant  purchase 
agreement  under  which  it  will  purchase  any  warrants  registered  against  the  general 
fund  necessary  to  repay  the  TRANS.  The  agreement  requires  DofA  to  use 
available  general  fund  revenue  and  other  "borrowable"  funds  to  repay  the  TRANS 
before  exercising  the  warrant  purchase  agreement.  BOI  anticipates  using  permanent 
coal  tax  trust  funds  if  it  is  required  to  purchase  warrants.  Under  current  law, 
BOI  will  receive  4  percent  interest  on  the  warrants  until  the  state  treasurer 
redeems   them.      The   state   has   not  registered   warrants   since  the    1930's. 


Bond   Rating 

Two   national   rating  firms   reviewed    Montana's   short-term   bond   rating   prior 

to    the   TRANS    issue    and  maintained    Montana's    high    rating    for    short-term    debt. 

Moody's  cited   the  warrant  purchase   agreement   as   a   key   factor  in   its   rating. 


In  August,  Standard  and  Poor's  (S&P)  affirmed  Montana's  AA-  bond  rating 
for  long-term  debt,  but  changed  its  outlook  from  "stable"  to  "negative".  S&P 
noted  that  while  Montana  has  an  "extremely  low  debt  burden",  the  less  favorable 
outlook  rating  "reflects  the  state's  chronic  fiscal  imbalance".  Rating  firms  may 
undertake  a  complete  review  of  Montana's  long-term  bond  rating  in  the  near 
future,  if  a  proposed  refunding  of  a  portion  of  the  existing  general  obligation  debt 
occurs.  DofA  has  solicited  proposals  from  investment  banking  firms  for  refunding 
proposals   and   is  currently   evaluating   them. 


Cashflow   in  Major   State   Accounts 

As  of  September  23,  the  combined  cash  balances  in  the  general  fund,  school 
equalization  account  (SEA),  and  highways  account  totaled  $38.3  million.  During 
the  last  week  of  September,  approximately  $28  million  will  be  spent  from  these 
accounts  for  the  biweekly  payroll  and  the  monthly  foundation  payment  to  school 
districts.  While  the  Department  of  Transportation  has  stated  that  it  must  maintain 
a  minimum  $20-$25  million  "working"  cash  balance  in  the  highway  account,  the 
account's  cash  balance  has  been  below  $15  million  since  mid-September.  DofA 
plans  to  repay  the  $46.0  million  general  fund  loan  from  the  highway  account  when 
the   fiscal    1993   TRANS   proceeds   are   received   on   October    1. 

DofA  cashflow  projections  show  that  largest  cash  deficit  in  the  general  fund 
will  be  in  November  1992,  when  the  projected  deficit  (absent  the  TRANS 
borrowing)  will  be  $135.6  million.  As  in  fiscal  1992,  much  of  the  general  fund 
cash  deficit  is  due  to  continuing  loans  to  the  SEA.  DofA  anticipates  that  the 
SEA  will  need  an  $82.1  million  loan  from  the  general  fund  in  November,  which 
will   grow   to   $84.7   million   in   May    1993. 

DofA's  projected  $9.9  million  ending  fund  cash  balance  in  the  general  fund 
(after  repayment  of  the  TRANS  principal  and  interest)  is  equal  to  2.0  percent  of 
anticipated  revenues  and  expenditures,  so  even  a  small  revenue  shortfall  or  increase 
in  agency  supplementals  could  require  loans  from  other  state  accounts  to  repay  the 
TRANS.  During  fiscal  1992,  significant  revenue  shortfalls  and  expenditure  increases 
occurred  after  the  TRANS  were  issued.  The  actual  fiscal  1992  general  fund  cash 
balance  was  $41.5  million  less  than  projected  when  the  fiscal  1992  TRANS  were 
issued   in   November   1991. 

DofA  projects  that  the  general  fund  will  have  a  cash  deficit  by  July  15, 
1993,  due  to  the  $38.6  million  delayed  fiscal  1992  payment  to  school  districts 
approved  during  the  July  1992  special  session.  DofA  staff  state  that  fiscal  1994 
TRANS  may  have  to  be  sold  prior  to  July  15,  1993,  in  order  to  maintain  a 
positive  cashflow  in   the  general   fund  and   SEA. 


FISCAL    1993    TRANS    ISSUE 

On  September  23,  1992,  the  Board  of  Examiners  authorized  the  sale  of 
$135.6  million  in  Tax  and  Revenue  Anticipation  Notes  (TRANS).  These  notes, 
with  a  maturity  date  of  June  30,  1993,  are  designed  to  supplement  cashflow  in 
the  general  fund  by  providing  cash  to  pay  expenditures  until  anticipated  revenue 
is  received  later  in  the  fiscal  year.  The  state  will  issue  the  notes  and  receive 
the  proceeds   for  deposit  in   the  general   fund  on   October    1. 

After  the  1979  legislature  authorized  the  issuance  of  such  notes,  the  state 
issued  TRANS  annually  from  fiscal  1980  through  1988,  with  the  exception  of 
1984.  From  1979  -  1986,  total  TRANS  outstanding  at  one  time  could  not  exceed 
$50  million.  During  the  June  1986  special  session,  the  legislature  repealed  the 
$50   million   limit. 

Table  1  shows  the  amount  of  TRANS  issued  in  each  year.  The  fiscal 
1993  issue,  which  is  60  percent  larger  than  the  fiscal  1992  issue,  is  the  state's 
largest  TRANS   issue   to  date. 


TRANS 

TABLE 

Issued, 

1 
FY80-FY93 

Issue 

Amount  of 
Issue   (Millions) 

FY80 

$40.0 

FY81 

45.0 

FY82 

45.0 

FY83 

47.0 

FY84 

0 

FY85 

38.0 

FY86 

46.0 

FY87 

83.2 

FY88 

(two  issues) 

56.0 

FY89 

0 

FY90 

0 

FY91 

0 

FY92 

85.0 

FY93 

135.6 

Montana  statutes  place  a  number 
of  limitations  on  the  issuance  of 
TRANS.      The   notes: 

1)  "must  be  paid  from  taxes 
and  revenues  not  later  than  the  end  of 
the   fiscal   year   in   which   issued"; 

2)  "shall  be  for  the  purposes 
and  within  the  amount  of 
appropriations  made  for  the  fiscal 
year...  Appropriations  during  any 
biennium  are  limited  to  projected 
revenue,  exclusive  of  notes  issued  in 
anticipation   of  revenue." 

In  addition,  Montana's 

constitution  provides:  "No  state  debt 
shall  be  created  to  cover  deficits 
incurred  because  appropriations  exceeded 
anticipated  revenues"  (Article  VIII, 
Section   8). 

Section  17-1-204(2)  provides  that 
"the  full  faith  and  credit  and  taxing 
power    of    the    state    shall    be    pledged 


for  the  payment  of  [these]  notes."     While  general  fund  revenues  are  the  anticipated 
source   of  repayment,    the  current   TRANS   official   statement   says: 

The  State  Treasurer  is  authorized  to  apply  taxes  and  revenues  not  otherwise  pledged 
to  payment  of  debts  to  payment  of  such  Notes  and  interest  thereon  without  the 
requirement  of  a  further  legislative  appropriation.  The  State  will  covenant  and 
agree.... to  apply  to  the  extent  necessary  all  legally  available  funds  and  revenues  of  the 
State  treasury,  in  addition  to  taxes  and  revenues  in  the  general  fund,  to  the  payment 
of  the   principal   of  and    interest   on   the    notes. 

In  order  to  repay  the  $87.3  million  of  principal  and  interest  due  on  the 
fiscal  1992  TRANS,  the  Department  of  Administration  (DofA)  borrowed  $60.0 
million  from  the  highway  account  in  June.  While  $14.0  million  of  this  loan  was 
repaid  in  July,  the  remainder  will  not  be  repaid  until  the  fiscal  1993  TRANS 
proceeds  are  received  on  October  1.  Thus,  a  portion  of  the  fiscal  1993  TRANS 
proceeds   will   be  used   to   repay   a  loan   used   to  pay   the   fiscal    1992   TRANS. 

DofA's  fiscal  1993  cash  flow  analysis,  printed  in  the  Official  Statement  for 
the  current  TRANS  issue  (Attachment  A),  projects  that  there  will  be  sufficient 
general  fund  revenues  to  repay  the  TRANS  principal  and  interest  on  June  30, 
1993,  leaving  a  $9.9  million  cash  balance.  The  official  statement  also  emphasizes 
that  there  will  be  $59.1  million  of  "borrowable  funds"  ($45.7  million  in  the 
highways  account  and  $13.4  million  in  other  state  accounts)  that  will  be  available 
to  help   repay   the  TRANS   if  the  general   fund   is   insufficient. 

In  addition,  the  Board  of  Examiners  has  agreed  to  enter  into  an  agreement 
with  the  Board  of  Investments  (BOI)  under  which  the  BOI  will  purchase  any 
warrants  registered  to  repay  the  fiscal  1993  TRANS.  This  agreement,  which  is 
designed  to  provide  additional  security  to  bondholders,  was  an  important  factor  in 
maintaining  high  bond  ratings  for  the  current  issue,  as  Moody's  rating  opinion 
made  clear: 

While  projected  ending  balances  for  the  1992-93  biennium  is  small,  a  warrant  purchase 
agreement  with  the  Montana  Board  of  Investments  to  purchase  warrants  to  provide 
sufficient  funds  to  repay  note  principal  and  interest  assures  timely  repayment  of  these 
short-term   obligations. 


WARRANT   PURCHASE   AGREEMENT 


The  BOI  has  signed  a  warrant  purchase  agreement  under  which  the  board 
agrees  to  purchase  warrants  registered  against  the  general  fund  necessary  to  repay 
the  TRANS.  While  no  specific  funds  are  pledged  to  purchase  the  warrants,  the 
agreement  states:  "it  is  anticipated,  however,  that  the  Coal  Severance  Tax  Trust 
Funds  will  be  used  to  make  such  purchases."  Under  the  agreement,  the  BOI  will 
receive  4  percent  interest  on  the  warrants  until  the  state  treasurer  redeems  them. 
There  are  no  maturity  dates  on  the  warrants—the  laws  authorizing  issue  of  the 
warrants  and   the  warrant  purchase  agreement  state  only  that  the  warrants   shall  be 


# 


redeemed  and  paid  in  the  order  of  registration.  At  the  BOI  meeting  in  which 
the  board  discussed  the  proposed  agreement,  BOI  staff  said  that  they  would  legally 
assert  BOI's  right  to  have  the  warrants  redeemed  prior  to  payment  of  any  other 
state  expenditure  (other  than  payment  on  long-term  debt.)  Under  this  interpretation, 
repayment  to  BOI  would  take  precedence  over  state  payroll  costs,  welfare  benefit 
payments,  payments  to  vendors,  or  other  state  obligations.  State  bond  counsel 
noted  that  there  has  been  no  previous  litigation  on  this  issue  in  Montana,  so  the 
order  of  warrant   redemption   is   not  certain. 

The  BOI  agreement  is  based  upon  section  17-8-304,  MCA,  which  allows  the 
state  treasurer  to  register  warrants  if  available  funds  are  insufficient  to  pay  state 
obligations,  and  section  17-6-212,  MCA,  which  allows  the  Board  of  Investments 
to  purchase   the  warrants: 

When  the  board  of  investments  has  under  its  control  any  funds  subject  to  investment 
which  in  its  judgment  it  would  be  advantageous  to  have  invested  in  state  general  fund 
warrants  and  there  are  not  sufficient  funds  in  the  state  general  fund  to  pay  warrants...., 
it  shall  authorize  and  direct  the  state  treasurer  to  purchase  state  general  fund  warrants, 
designating   the    fund   or    funds   to   be    invested   and    fixing   the   amount   or   amounts. 

The  4  percent  interest  rate  paid  on  the  outstanding  warrants  is  statutory  and 
has  not  been   amended   since    1927. 

The  state  has  not  registered  warrants  since  the  1930's.  The  BOI,  which 
was  created  in  the  1970's,  has  never  purchased  state  warrants.  However,  during 
the  July  1992  special  session,  legislators  discussed  several  alternatives  for  BOI 
involvement  in  the  fiscal  1993  TRANS  issue.  House  Joint  Resolution  2,  the 
revenue  estimating  resolution  adopted  during  the  special  session,  contains  the 
following   language: 

BE  IT  FURTHER  RESOLVED,  that  the  Board  of  Examiners,  prior  to  issuing  tax  and 
revenue  anticipation  notes  (TRANS)  to  investors  outside  of  state  government,  look  to 
borrowable  funds  within  the  various  funds  and  accounts  in  the  state  treasury,  including 
ftinds  that  can  be  borrowed  from  the  Board  of  Investments  as  an  investment  by  the 
Board  of  Investments  at  market  interest  rates  and  consistent  with  the  prudent  investor 
rule. 

Under  the  warrant  purchase  agreement,  DofA  must  notify  BOI  by  June  23, 
1993,  if  the  amount  in  the  general  fund  "taking  into  consideration  other  borrowable 
funds"  is  insufficient  to  repay  the  TRANS  principal  and  interest  on  June  30.  By 
June  27,  it  must  notify  the  BOI  of  the  amount  of  warrants  it  will  register  for 
this  purpose  and  the  BOI  is  obligated  to  purchase  them.  In  presenting  the 
agreement  to  the  BOI,  board  staff  emphasized  the  $59.1  million  of  borrowable 
funds  identified  in  DofA's  cashflow  projections  and  stated  that  registering  warrants 
would  only  be  necessary  if  combined  revenue  shortfalls  or  expenditure  increases 
prior  to  June  30  exceeded  $69.0  million  (the  sum  of  the  projected  cash  balance 
and   the  borrowable   funds). 


As  part  of  the  agreement,  BOI  will  receive  $203,400  (0.15  percent  of  the 
amount  of  the  TRANS  issue)  as  a  commitment  fee  for  entering  into  the  agreement. 
DofA  will  pay  this  fee  from  the  proceeds  of  the  TRANS  issue.  BOI  will  record 
the  commitment  fee  as  permanent  coal  trust  earnings,  which  are  deposited  85 
percent  in  the  general  fund  and  15  percent  in  the  school  equalization  account 
(SEA).  BOI  paid  approximately  $4,000  to  the  Office  of  the  Legislative  Auditor 
to  review  the  accuracy  of  DofA's  cashflow  analyses  prior  to  approving  the  warrant 
purchase  agreement. 


Board   of  Housing 

Another  state  agency  offered  its  participation  in  the  TRANS  issue.  In 
August,  the  Board  of  Housing  (BOH)  offered  to  invest  up  to  $20  million  of  its 
reserves  in  the  TRANS  issue  "as  long  as  the  interest  rate  was  comparable  to 
where  the  funds  could  otherwise  be  invested  and  the  obligations  are  rated  in  either 
of  the  two  highest  rating  categories  of  Moody's  Investor's  Service."  BOH  staff 
stated  that  such  an  "internal"  sale  might  benefit  the  state  by  reducing  the  amount 
of  TRANS  that  would  be  offered  for  public  sale  and  reduce  underwriting  costs. 
While  BOH  submitted  a  bid  on  September  23  to  purchase  $20  million  of  the 
TRANS   offering,   they   were   not  the  low   bidder. 


BOND   RATINGS 
Short-term   Debt 


Historically,  Montana  has  enjoyed  the  highest  possible  short-term  borrowing 
rating:  a  SPl-l-  from  S&P  and  a  MIG  1  from  Moody's  Investors  Service,  Inc. 
In  mid-September,  these  national  rating  firms  reviewed  the  fiscal  1993  TRANS 
issue  and  continued  Montana's  high  rating.  High  bond  ratings  increase  investor 
interest  in  bond  offerings  and   generally   result   in   lower  interest  costs. 


Long-term   Debt 

In  August,  S&P  affirmed  Montana's  A  A-  bond  rating  for  long-term  debt, 
but  changed  its  outlook  rating  from  "stable"  to  "negative".  In  affirming 
Montana's  high  rating,  S&P  noted  that  the  state  has  an  "extremely  low  debt 
burden"  and  a  "rapid  rolloff  of  debt".  However,  it  stated  that  the  less  favorable 
outlook  rating: 


...reflects  the  state's  chronic  fiscal  imbalance  for  the  last  two  fiscal  years  and  the 
legislature's  attempts  to  correct  a  projected  general  fund  imbalance  for  fiscal  1993 
primarily   by   using    "one   shot"    measures. 

S&P's  analysis,  printed  in  a  national  trade  publication,  noted  that  due  to  the 
cyclical  nature  of  the  Montana's  natural  resource  economy,  state  finances  "tend  to 
be  volatile".  It  summarized  the  state's  budget  process  since  the  1987  biennium, 
focusing  on  the  impact  of  the  school  funding  suit  and  revenue  shortfalls  and 
detailing  the  measures  that  the  Governor  and  legislature  had  taken  to  address  these 
problems.      In   discussing   the  July   special   session,    the  analysis   concluded: 

These  measures  clearly  do  not  provide  a  long-term  solution,  as  the  surtax  sunsets  within 
one  year  and  the  accounting  change  is  a  "one-shot"  fix.  It  is  anticipated  that  the 
legislature  will  take  up  the  permanent  solutions  in  January  1993  when  it  deals  with  the 
next   biennium 's   budget. 

The  next  complete  review  of  Montana's  long-term  bond  rating  was  anticipated 
after  the  1993  legislature  had  met,  when  general  obligation  bonds  for  the  prison 
construction  are  scheduled  to  be  issued  next  spring.  However,  DofA  recently 
decided  to  evaluate  whether  refunding  $15-$23  million  of  the  state's  outstanding 
debt  and   issuing   new   long-term   bonds   would   be  cost-effective: 

due  to  a  recent  change  in  federal  tax  regulations... and  the  overall  decline  in  interest 
rates,  the  State  believes  that  it  may  be  able  to  obtain  significant  present  value  savings 
through  a  refunding  of  all  or  a  portion  of  its  General  Obligation  Series   1983   A   bonds. 

It  has  solicited  proposals  from  investment  banking  firms  for  refunding 
proposals  and  is  currently  evaluating  them.  At  its  September  23  meeting,  the 
Board  of  Examiners  passed  a  resolution  authorizing  DofA  to  select  an  underwriter 
and  negotiate  details  of  a  proposed  bond  issue.  If  the  terms  are  favorable,  the 
refunding   bonds   may   be   issued   prior   to   the    1993   legislative   session. 


GENERAL   FUND    CASHFLOW 
Current   Cash 


The  need  for  the  current  TRANS  sale  is  illustrated  by  the  low  cash 
balances  in  the  general  fund,  school  equalization  (SEA),  and  highways  account  in 
September.  As  shown  in  Table  2,  the  combined  cash  balances  in  these  three 
accounts   dropped   to   $38.3   million   on   September  23. 


TABLE  2 

Cash 

Balances 
(Ml 

Shown   on 
Uions) 

SBAS 

9/16 

9/17 

9/18 

9/21 

9/22 

9/23 

General   Fund 

$14.5 

$15.2 

$13.8 

$14.8 

$15.8 

$15.0 

SEA 

14.8 

15.6 

16.6 

17.4 

18.3 

11.0 

Highways 

9.9 

9.4 

8.6 

8.7 

8.4 

12.3 

Total 

$39.2 

$40.2 

$39.0 

$40.9 

$42.5 

$38.3 

During  the  last  week  of  September,  several  large  disbursements  are 
scheduled: 

1)  September  29~the  biweekly  payroll  of  approximately  $5.0  million  from 
the  general   fund  and   $3.0   million   from   the   highways  account;   and 

2)  by  September  30--an  additional  $20.2  million  from  the  SEA  for  the 
monthly  foundation  payment. 

The  Department  of  Transportation  staff  stated  that  no  further  contractor 
payments  are   scheduled   this   month. 

DofA  anticipates  that  one  or  more  of  these  accounts  may  have  a  negative 
balance  for  several  days  until  the  TRANS  proceeds  are  received  on  October  1. 
Under  Section  17-2-106,  an  account  is  allowed  to  have  a  negative  cash  balance 
for  no  more  than  7  working  days.  During  this  period,  warrants  drawn  against 
an  account  with  a  negative  cash  balance  are  paid  from  the  "float"  in  the  state 
treasury  (the  interest  earned  on  money  in  the  state  treasury  in  the  short  period 
before  it  is  deposited   in   account  for  which   it  is   intended). 

During  the  July  special  session,  the  Department  of  Transportation  stated  that 
it  was  important  to  maintain  a  minimum  $20-$25  million  working  balance  in  the 
highways  account  to  ensure  uninterrupted  payment  of  contractor  payments.  Because 
of  the  $46.0  million  loan  from  the  account  to  the  general  fund,  the  highways 
account  cash   balance  has  been   below   $20   million   since   mid-September. 


FY  1993    Projections 


Based  on  the  revised  revenue  estimates  and  "budget  balancers"  adopted 
during  the  July  special  session,  DofA  projects  that  the  cash  balance  in  the  general 
fund  on  June  30,  1993,  will  be  $9.9  million  (Attachment  A).  However,  as 
discussed  below,  DofA  projects  that  the  general  fund  will  have  a  $7.0  million  cash 


deficit  by  July   15,   1993  when  the  deferred  fiscal   1992  school  equalization  payment 
is  due. 

DofA's  analysis  shows  that  the  largest  monthly  deficit  will  occur  in 
November  1992,  when  the  projected  deficit  (absent  the  TRANS  borrowing)  will  be 
$135.6  million.  As  in  fiscal  1992,  much  of  the  general  fund  cash  deficit  is  due 
to  continuing  loans  to  the  school  equalization  account  (SEA).  DofA  anticipates  that 
the  SEA  will  have  to  borrow  from  the  general  fund  to  make  the  September 
foundation  payment  and  that  the  loan  will  grow  to  $82.1  million  in  November 
1992.  While  some  of  the  loan  will  be  repaid  when  the  SEA  receives  property 
tax  revenue  in  December,  the  loan  is  projected  to  increase  to  $84.7  million  in 
May    1993. 

DofA's  projected  $9.9  million  ending  cash  balance  in  the  general  fund  is 
equal  to  2.0  percent  of  anticipated  revenues  and  expenditures,  so  even  a  small 
shortfall  in  revenue  collections  or  increase  in  agency  supplementals  could  require 
loans  from  the  highway  account  or  other  state  accounts  to  repay  the  TRANS. 
DofA  has  identified  $59.1  million  of  such  borrowable  funds  that  would  be  used 
prior   to  registering   warrants. 

During  fiscal  1992,  significant  revenue  shortfalls  and  expenditure  increases 
occurred  after  the  TRANS  was  issued.  The  actual  fiscal  1992  general  fund  cash 
balance  was   $41.5   million   less   than   projected    in   the   Official   Statement   for   fiscal 

1992  TRANS    issued    in    November    1991.      Moody's   rating   opinion    for   the   fiscal 

1993  TRANS   noted: 

Vulnerabilities  to  the  cash  flow  are  posed  by  reliance  on  the  repayment  of  an  interfund 
transfer  to  the  General  Fund  as  well  as  implementing  expenditure  reductions  required 
to   end   biennium   with    a   surplus. 

Factors   that   may   adversely   impact   the   fiscal    1993   fund   balance  include: 

1)  tax  changes.  Fiscal  1993  revenue  estimates  include  $35.7  million  of 
personal  income  tax  collections  resulting  from  legislation  enacted  during  the  January 
and  July  special  sessions.  Under  House  Bill  14,  certain  taxpayers  will  be  required 
to  pay  quarterly  estimates  taxes,  resulting  in  the  accelerated  collection  of  an 
anticipated  $32.5  million  in  fiscal  1993.  The  first  payments  under  this  new  law 
will  be  due  in  April  and  June,  1993.  If  a  significant  number  of  taxpayers  do 
not  comply  in  a  timely  manner  with  the  new  law,  there  may  be  a  revenue 
shortfall  at  the  end  of  fiscal  1993.  Similarly,  House  Bill  54  changed  the  method 
of  calculating  personal  income  taxes  due  from  nonresidents  and  temporary  residents. 
The  anticipated  $3.2  million  in  fiscal  1993  collections  will  be  received  in  the  last 
several  months  of  fiscal  1993.  DofA  will  not  know  until  very  late  in  the  fiscal 
year  whether  the  revenue  collections  resulting  from  these  tax  sources  met  the 
revenue  estimates. 


2)  supplementals.  The  cashflow  projections  include  $12.1  million  for 
supplemental  appropriations  for  state  agencies  and  $6.0  million  for  fire  suppression 
costs  that  DofA  anticipates  will  be  presented  to  the  1993  legislature.  Based  on 
expenditure  patterns  through  August,  the  supplementals  for  medicaid  and  foster  care 
may  be  higher  than  anticipated  in  this  projection.  However,  fire  suppression  costs 
may  be  less. 

3)  Board  of  Housing  transfer.  The  Official  Statement  for  the  TRANS  issue 
includes  a  $0.5  million  transfer  from  the  Board  of  Housing  funds  to  the  general 
fund  by  September  1,  1992,  as  required  in  House  Bill  41.  The  Board  has  passed 
a  resolution  refusing  to  make  the  transfer.  Failure  to  transfer  these  funds  would 
reduce  the  projected  general   fund  cash  balance  to  $9.4  million  on  June  30,    1993. 


FY  1994   Projections 

Since  the  1993  legislature  will  adopt  revenue  estimates  and  expenditure  levels 
for  fiscal  1994,  it  is  impossible  to  project  the  fiscal  1994  general  fund  cashflow 
at  this  point.  However,  DofA's  cashflow  projections  for  fiscal  1993  show  that 
the   state   will   enter   fiscal    1994   in   a  cash    deficit  position. 

Under  DofA's  current  cashflow  projections,  the  state  will  be  able  to  repay 
the  TRANS  issue  on  June  30,  1993,  leaving  a  $9.9  million  balance.  However, 
in  the  fiscal  year  end  period  (the  three  week  period  in  July  when  the  "books  are 
closed")  expenditures  will  exceed  revenues  by  $18.0  million.  So,  the  final  fiscal 
1993  year  end  cash  balance  for  the  general  fund  will  be  a  $7.0  million  deficit. 
A  key  factor  in  this  projected  deficit  is  the  estimated  $38.6  million  delayed  fiscal 
1992  payment  to  school  districts  approved  during  the  July  1992  special  session. 
Since  the  SEA  will  have  insufficient  funds  to  make  this  payment,  it  will  require 
a  loan   from   the  general   fund. 

DofA  staff  state  that  the  fiscal  1994  TRANS  may  have  to  be  sold  prior 
to  July    15,    1993,   in   order   to   maintain   a  positive  cashflow   in   the  general   fund. 


TRANS   EARNINGS 

Historically,  the  state  has  "made  money"  as  a  result  of  issuing  TRANS, 
since  the  bonds  are  issued  at  tax  exempt  rates,  while  the  proceeds  can  be  invested 
at  market  rates  until  needed  for  cashflow  purposes.  The  "spread"  or  arbitrage 
between  the  two  rates  has  in  past  issues  been  enough  to  offset  the  costs  of 
issuance   and   provide  additional   interest   to   the   general    fund. 

Since,  however,  tax  exempt  issues  are  a  drain  on  the  federal  treasury. 
Congress    enacted    several    provisions    to    limit    the    amount    of   arbitrage    that    states 
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could   earn   on   TRANS   issues,   as   part  of  the   Federal   Tax   Reform    Act  of   1986. 
Two   of  the   most   important  provisions   were: 

1)  the  size  of  the  issue  may  not  exceed  110  percent  of  the  highest 
projected  deficit  in   any   month;   and 

2)  90  percent  of  the  proceeds  from  the  note  sale  must  be  spent  within  six 
months  of  the  issue  date. 

If  a  state  fails  to  meet  these  requirements,  it  must  remit  all  earnings  above 
a  certain   interest   rate   from   the  TRANS   issue. 

The  fiscal  1993  TRANS  were  sold  at  a  net  interest  cost  of  3.05  percent. 
If  the  TRANS  proceeds  are  invested  at  an  average  3.25  percent  (based  on  a  3.56 
percent  Short-Term  Investment  Pool  rate  and  a  treasury  note  rate  of  3.0  percent), 
DofA  estimates  arbitrage  earnings  will  be  approximately  $210,000.  When  the  BOI 
commitment  fee  is  included  in  these  costs,  the  net  arbitrage  earnings  based  on 
DofA's  estimate  will   be  $6,546,   as   Table   3   shows.' 


TABLE 

3 

Estimated 

Net 

Earnings 

From   TRANS 

Issue 

Interest  Earned 

$3,478,127 

Premium 

456,500 

Cost  of  Issuance 

(381,764) 

Rating   Agencies* 

($48,000) 

Bond   Counsel* 

(63,000) 

Financial   Advisors* 

(57,944) 

Other  Costs* 

(9,420) 

BOI   Commitment  Fee 

(203,400) 

Interest  Due 

G.546.317) 

Net  Interest  Earnings 

$6,546 

*Esti  mates 

This  is  significantly  less  than  the  $975,000  net  TRANS  interest  anticipated 
in  the  legislature's  fiscal  1993  revenue  estimate  in  House  Joint  Resolution  2 
(HJR2).      HJR2   anticipated   a  $130   million   issue  and   a    1.0  percent    "spread". 


TOC3I:lt:trans9.92 


'DofA  excluded   the  commitment   fee   as   a   cost,    since   the   BOI   will   record    it  as   income   (85 
percent   of  which   is   deposited   in   the   general    fund   and    15    percent    in   the   SEA). 
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